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Speech of Mr. D. E. Kilgour, General Manager, 
North American Life Assurance Company, 
delivered at the Annual Meeting of the 
Policyholders of the Company, 
January 17th, 1938. 


The Directors’ report and the financial state- 
ment have indicated the important figures relating 
to the year’s business. I wish to make some 
further remarks concerning the Company’s 
activities and the results of the year’s operations. 


New Business for the year was $25,685,453, as 
compared with $27,571,879 in 1936. This year 
two important changes have been made in the 
method of compiling new business figures. 
Heretofore the Company’s business issued, re- 
vived and increased was included in the new 
business total, and on that basis the figure for 
1936 was $35,169,802. Late in 1936, in common 
with other companies, the Company discarded 
the “issued” basis of compilation, and therefore 
no comparable figure is available for 1937. In 
place of the “issued” basis there has been adopted 
the new Dominion Government “at risk” basis, 
whereby no policy is included in the new business 
until the Company is on the risk. New business 
on this basis is variously known as "effected," 
“setiled” or “paid for.” In addition to this 
change in compilation basis, the Company has 
decided to exclude revivals from the new business 
figures. The new business figures therefore con- 
sist of policies effected and increased. If revivals 
were also included the totals would be $27,911,397 
and $30,716,828 for 1937 and 1936 respectively. 


The new business figures include deferred 
annuities, which are issued on practically a sink- 
ing fund basis to provide retirement income, and 
the amount of this business was reduced sub- 
stantially in 1937 as compared with .1936. 
Excluding these policies the amount of new 
assurances for 1937 was $23,588,268 as compared 
with $21,740,968 in 1936—an increase of 
$1,847,300. 


Total Business in effect at the end of the year 
was $220,745,045. This amount is also compiled 
on the “at risk" basis and includes both assurances 
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and deferred annuities. During the year the 
increase in the total amount in force was $9,530,- 
041 or over 415%. Tt is expected that this in- 
crease will compare very favourably with the 
experience of the companies generally during 1937 
and thus will demonstrate again the high regard 
in which the Company is held by its policyholders. 


Income and Disbursements have been included 
in the financial statement in the form of a cash 
statement, as in the past. l'or some years the 
Company has also prepared these figures on a 
revenue basis which, by exhibiting the various 
items of revenue and expenditure, shows how the 
surplus earnings of the Company arise. The 
following figures are quoted from the revenue 
statements. 


Total Revenue for the year amounted to 
$10,057,247 as compared with $10,335,956 in 1936. 
Premiums, which form the principal revenue item, 
were $7,424,520 in amount as compared with 
$7,744,468 in the previous year. This decrease 
is due to a substantial reduction in the single 

remium account. First year premiums were 
slightly lower and renewal premiums somewhat 
higher than in the previous year. Revenue from 
interest, dividends and rents on investments 
increased to $2,629,690 from $2,586,931, reflecting 
the increase in the amount of invested assets. 


Total Expenditure and increase in policy reserves 
amounted to $8,752,467, exclusive of policy 
dividends, as compared with $9,013,184 in 1936. 
The major item of policy payments other than 
dividends increased to $4,144,645 from $4,089,115. 
Death claims, while somewhat higher in gross 
amount, showed a smaller net loss, although the 
total amount at risk has increased substantially. 
A small increase in surrender value payments 
occurred, probably by reason of the recent 
recession in general business conditions. The net 
increase in policy reserves was $2,586,063 as com- 
pared with $2,866,050, a somewhat smaller 
amount for this purpose being necessary in view 
of the reduction in single premium business. 
Policy reserves now stand at approximately 
$47,500,000 on the conservative net level premium 
basis which makes a provision substantially in 
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excess of the minimum standard required by the 
Dominion Insurance Act. 


Expenses and Taxes calculated on the revenue 
basis decreased to $1,867,379 from $1,921,481 
resulting in approximately the same expense rate 
as in the previous year. ‘Taxes, however, in- 
creased in amount and now form more than 8% 
of the total expenses. 


Surplus Earnings from assurance operations 
amounted to $1,304,780 being approximately the 
same as in the previous year. From this amount 
$1,035,100 was allotted for policyholders’ divi- 
dends, leaving a balance of $269,680 to be trans- 
ferred to free or unapportioned surplus. It is 
gratifying to note that the Company’s sound and 
conservative practices have permitted it, through- 
out the depression years, to maintain its allot- 
ments of dividends to policyholders on a most 
satisfactory scale. 

Assets in total now amount to over $58,500,000, 
having increased during the year by over 
$3,700,000. Invested assets are now distributed 
in the following manner as compared with a year 
ago: 


1937 1936 

Government and Government 

Guaranteed Bonds........ 28.1% 26.8% 
Municipal Bonds............ 15.3% 16.4% 
Corporation Bonds.......... 13.1% 11.4% 
Preferred Stocks............ 2.3% 2.5% 
Institutional Stocks......... 2.7% 2.1% 
Other Stocks. ......«.<..... 1.89% 1.5% 
Policy Loans. vos ««.є«« «наа 13.5% 14.9% 


Mortgages on City Properties 16.3% 16.5% 
Mortgages on Farm Properties 2.3% 2.5% 


Agreements for Sale of Real 


Estate... coocoodoonsosios 1.1% 1.1 
Head Office Building........ 1.4% 1:692 
Other Real Estate........... 1,9% 1.7% 
2.) isd oe acwhdee ddenee od . 1% 1.0% 


100.0% 100.0% 


The major increases in the Company’s holdings 
occurred in government bonds, corporation bonds, 
institutional stocks and mortgages on city prop- 
erties. The amount of policy loans has again 
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decreased and shows the following trend over the 
past five year period: 
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Changes in market conditions have resulted in 
an appreciable decline in the market values of 
many of the Company's securities. However, in 
spite of adverse factors the Company’s securities 
exhibit an excess of market value over book value 
of $1,139,122, market values having been com- 
piled on the basis of Dominion Insurance Depart- 
ment market prices. In accordance with the 
Company’s established practice this excess has 
not been brought into the balance sheet and is, 
therefore, not included in the surplus. 


Interest Rate—The comparatively low yields 
obtainable on new investments during the last 
few years are gradually affecting the interest rate 
earned on all invested assets. The present trend 
is indicated by the following comparison: 


Interest Rate 


1936 1937 
All Investments................ 5.17 4.88 
Bonds and Debentures....:..... 5.00 4.63 
STOCKS. .. res sun 5.47 5.21 


Mortgages and Sale Agreements. 5.52 5.41 


A continuance of low yields on new investments 
will inevitably cause a further decline in the 
average interest rate earned. While we feel that 
interest earnings have been gratifyingly high in 
the face of present investment conditions, it must 
be remembered that the rates quoted are on a 
gross basis and are considerably different from 
the net effective rates applicable to policy funds. 
Investment expenses naturally form a first charge 
against interest earnings and in addition realized 
profits and losses and adjustments in book values 
should be taken into consideration in determining 
the live investment earning power. 


Investment Reserve—During the year the Com- 
pany realized $209,490 in net profits on sale of 
investments and $206,895 in recoveries on dis- 
posal of investments of amounts previously 
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written off. These amounts together with $55,715 
in book value adjustments form a total of 
$472,100. From ‘this amount $50,000 was 
appropriated to write down the book value of the 
Head Office building and $400,000 to increase the 
Investment Reserve to a total of $1,500,000 as 
a provision for contingencies in connection with 
fluctuations in values of investments. The re- 
maining balance was transferred to free surplus. 


Surplus Funds—The free or unapportioned 
surplus now stands at $2,082,611, having in- 
creased $291,781 during the year by reason of the 
net surplus earnings and net transfer from invest- 
ment profits. Provision for dividends payable in 
1938 amounts to $1,173,243, being somewhat 
higher than the amount for the previous year 
owing to the larger volume of participating busi- 
ness in force. ‘The amount otherwise provided 
for dividends stands at $1,687,252, having con- 
tinued to decline along with the volume of five 
year and deferred dividend business in force. 


The free surplus, investment reserve and excess 
market values together constitute a contingency 
provision of nearly four and three-quarter million 
dollars. Considered in conjunction with. the 
dividend provisions of over $2,800,000, there is 
every assurance of the continuance of the con- 
sistent stability and liberality which has, char- 
acterized the scale of policyholders’ profits. 
Continued reduced interest yields on new invest- 
ments form the only factor which may necessitate 
a revision in the profit scale. 
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шин” can be truly said that the year 1937 was à ^ 


year of contrasts. lt opened with business in- 
creasing, output, employment and wage rates 
trending upward, commodity and security prices 
rising and corporate profits expanding. By the 
end of the year the picture had completely 
changed in the United States and the same 
evidences of change were beginning to show in 
Canada; employment, production, commodity 
and security prices receding—in short, in United 
States an acute business recession and in Canada 
a visible slowing up in business. 


Few commentators agree on the reasons for this 
startling change in trend, but it might be said 
that three of the main influences were,—first, 
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consumer resistance to higher prices resulting 
from higher wage scales und higher manufacturing 
costs;— second, the uncertain political situation 
in United States and proposed legislation making 
it difficult in business to plan for the future 
without any certainty that the rules under which 
the business operates will not be changed; con- 
fidence lacking;—third, the disturbing inter- 
national situation in Asia and Europe with the 
succession of disturbing “international incidents,”’ 
any one of which carries with it the seeds of 
international conflict. l 


Last year at this time we were optimistic 
enough to say that with the passing of 1936 we 
have seen the end of the period of capital losses 
due to a decided improvement in general business 
and in market values. The business picture 
to-day is one in which it is impossible to have 
complete confidence although the situation within 
Canada itself is relatively good. External in- 
fluences may bear rather heavily upon our 
Canadian economy in 1938. 


This startling change once again brings to our 
attention the necessity of constant and intelligent 
supervision of the assets which the Company 
owns and the diffculty of placing money in new 
assets so that it may, on the one hand, have a 
high degree of safety, and on the other hand, an 
adequate interest return. Government policies 
throughout the past depression were designed to 
maintain a reasonable standard of living for 
those unemployed. To do this, it has been neces- 
sary for the government to have an unbalanced 
budget from year to year and to capitalize a large 
part of relief expenditures. The result has been 
a large increase in government debt, effected 
however at a much lower rate of interest. Bonds 
can only be purchased to-day at prices which we 
all must realize are at or near their top, and at 
interest yields which are near an all-time low. 
Any change which will cause interest rates to rise, 
while affording the opportunity of more adequate 
returns on new money, must conversely affect 
unfavourably the price of existing bonds and at 
the same time reduce the market value of the 
present bond portfolio. 

The vagaries of the stock market, particularly 
as it exists to-day under strict regulation in New 
York, make that channel open to only a relatively 
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small proportion of the Company’s assets, and 
with the outlook for business at the present time, 
coupled with increasing corporation taxation, 
common stocks as a life company investment 
medium are becoming increasingly less attractive. 


The construction industry in Canada registered 
a 39% inerease in 1937, but still lags far behind 
the majority of other industries which have con- 
tributed to our recovery, with the result that first 
mortgage money is not in demand and due to 
competition, it is extremely hard to get new 
mortgage loans at 60% of what might be termed 
a reasonable valuation. 


On the other hand, in the mortgage field, you 
have а situation where companies are loaning 
on new buildings, new houses, but where they, due 
to mortgage moratoria, are unable to collect 
principal repayments on loans made prior to 1932, 
a fact which must in itself deter new money 
entering the mortgage field to the extent that it 
otherwise might if such restrictions were removed. 
I do not mean to suggest that the moratoria now 
in existence should be immediately lifted, but 
that consideration should be given to their com- 
plete removal over a period of say three years, 
allowing the mortgagor to use the processes of 
law to collect say, 1% on principal account the 
first year, 2% on principal account the second 
year and 3% on principal account the third year, 
and the principal repayments called for under the 
original contract in the fourth year. 


Conditions in the real estate market are still 
not conducive to the liquidation of various 
properties which the Company has had to take 
over. A start has been made during the last two 
years, but prices to be realized as yet do not lend 
themselves to quick sales. One of the chief 
deterrents to an increase in real estate values is 
the continued heavy taxation on real estate 
which is such that it discourages home ownership, 
particularly if the property is more than five 
years old. Within recent years the municipal 
tax rate has been swelled by municipalities having 
to include among their expenditures large amounts 
for relief purposes and other social services. 
These cannot be said to benefit real estate and 
it is very questionable whether they should con- 
stitute a charge against it. Unless this situation 
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is ameliorated the advantage of owning your own 
home will disappear, a situation which would 
have very detrimental effects upon the morale 
and citizenship of our people. 


The safety of insurance companies and the 
monies entrusted to them will in the future as in 
the past, depend upon a continuous search for the 
safety of putacipal and a fair return, constant 
supervision of assets already owned and proper 
diversification. The investment of money is 
becoming increasingly difficult, but thoughtful 
and intelligent management will make it possible 
to deal with this problem in the future as in the 
past. 


Last year we referred at some length to the 
situation in Western Canada and more partic- 
ularly dwelt on the attempt of the Alberta 
Government to deal harshly and as we believed 
most unfairly with creditors. Fortunately for 
the Company, investments in that province are 
relatively small. Fortunately too, our borrowers 
there have shown on the whole a determination 
to meet their obligations so far as it is possible for 
them to do so. No class of people possess all the 
virtues, and we consider it only right to say that 
even those who have found conditions most 
difficult have been actuated by a desire to do the 
right thing. A great many of them have shown 
a willingness to come into the open and deal with 
us and have not attempted to hide behind the 
barrier which the government has unwisely 
endeavoured to build for their protection. We 
cannot venture to predict when the political 
situation will clarify in that province, but we 
have confidence that the good sense and integrity 
of the great majority of the people will prevail 
and will dispel the miasma that is overhanging 
the life of that province. 


Our total farm mortgages represent only a 
little more than two per cent. of our assets, an 
amount actually much less than our investment 
reserve. In common with other institutions, we 
have written off very large sums of interest due, 
in order to lessen the burden of borrowers. We 
are not unmindful of the fact that in more pros- 
perous times these investments proved profitable 
to the Company and we have still faith that the 
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rich prairie lands will again make their contribu- 
tion to the wealth of Canada. 


The most important event of the past year so 
far as Canada is concerned is the appointment of 
the Royal Commission to examine the economic 
and financial conditions of Confederation and the 
distribution of the legislative powers in the light 
of past economic and social developments. T'he 
Commission will have to consider, among other 
things, the powers conferred by the British North 
America Act upon provinces and the Dominion 
as they affect the business of Life Insurance and 
will, no doubt, make recommendations which will 
be far reaching. There is at the present some 
difference of opinion as to the most desirable 
division of authority. This much can be said, 
however, that all agree that doubts concerning the 
intention of the British North America Act shall 
be removed and that the way should be paved not 
only for uniformity of legislation but for 
simplification and centralization of supervision. 
Our own Company believes that the best interests 
of Life Insurance business will be served by vest- 
ing in the Dominion Parliament the largest 
amount of authority practicable. The time has 
come, we believe, when we should think nationally 
rather than provincially. We, therefore, hope 
that the British North America Act, as and when 
amended, while giving due protection to minor- 
ities and, properly recognizing what should 
clearly be provincial rights, will definitely embody 
the principle that Canada is a nation and not 
merely a Federation of isolated parts. 


The function of Life Insurance is to make 
the future safe for our people. Life Insurance is 
the one thing without which our present individ- 
ualistic system would fail. Whatever its future, 
we cannot forget that Life Insurance as an institu- 
tion is definitely a part of the present capitalistic 
system and that the course of the latter will 
determine the future of Life Insurance. 


With all its imperfections, capitalism has con- 
tributed enormously to the happiness and welfare 
of mankind. In the simpler days, before the 
harnessing of power and before the technological 
advances that have brought into being our present 
industrial era, the nation was predominantly 
agricultural. Such assistance as was required for 
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the needy and unfortunate was supplied Бу 
relatives and friends and one of the d eme of 
that day was the neighbourliness of the people 
who gladly shared where sharing was necessary 
and who were eager to lend a helping hand to 
prevent poverty and want. With the industrial 
development has come specialization and the 
segregation of people in large centres. Also has 
come, not through any inherent change in people, 
but through inexperience, the inability to take 
the initiative and to adapt themselves to changing 
conditions. No longer is a person when suddenly 
unemployed able to do for himself the innumer- 
able things that his forefather was accustomed 
to do. The complexity of our modern civilization 
has added enormously to the problem of the 
government as well as to the responsibilities 
which our business and financial institutions must 
accept in the economic life of our people. 


The British people believe in the democratic 
way of doing things. They are not enamoured 
of what has happened either in Russia or in the 
Fascist countries. In the name of the common 
people and supposedly in their interest, the 
greatest crimes of all history have been com- 
mitted in the last decade in Russia. We believe 
our people have the genius to find a safe course 
through the cross currents influencing our 
economic life. It is clear, however, that if we 
disapprove of the methods of those who are 
endeavouring in the quickest possible way to 
achieve the greatest measure of security for the 
masses, we must as representatives of capital be 

repared to present an alternative method. The 
State will have to provide or see to it that in- 
dustry provides security against unemployment, 
want and old age and possibly against sickness. 
We, in the Life Insurance business, believe that 
we are in a position to provide many of these 
services in the most efficient way, but we must 
be prepared to demonstrate our efficiency and to 
prove that we are not only the handmaid of 
capital, but its most enlightened servant. 


During the past year United States and 
Canadian en have paid out in death 
claims and to living policyholders in the neigh- 
bourhood of two and a half billion dollars. 
Similar sums disbursed in the past have exercised 
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a far-reaching effect and were particularly potent 
during the depression in checking liquidation and 
restoring confidence. 


The place of Life Insurance in the future is 
difficult to visualize. The progress made in the 
present century is beyond the dreams of those 
associated with the business when I entered it. 
It is not too much to hope that this progress will 
continue. 


In conclusion, I wish to express my appreciation 
of the splendid work done by our Fieldforce 
during the past year. 


